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On Sept. 10, Ecuador's prices and salaries became fixed in dollars, and its national currency, the
sucre, will now only be used as small change along with US coins. President Gustavo Noboa says
dollarizing the nation's economy is beginning to show positive results. On Jan. 9, as the economy
continued a downward spiral, then President Jamil Mahuad announced the dollarization of the
economy, setting off protests that led to his ouster (see NotiSur, 2000-01-28).
In April, Mahuad's successor, President Gustavo Noboa, made official the adoption of the dollar as
the national currency and set in motion the transition process. The heated debate regarding possible
benefits and risks of dollarization is still raging. The polling firm Cedatos reported in May that 69%
of those surveyed were unhappy with dollarization, 81% said they were earning less than they did
before the measure was adopted, and 85% said their buying power had declined.
A study by the Central Bank released last December warned that dollarization could bring economic
chaos because conditions for successful implementation, including a solid banking system,
simply did not exist in the country. Economist Alberto Acosta said dollarization would limit the
government's ability to use monetary policy to respond to global financial crises or devaluations in
neighboring countries.
If a relatively strong economy like Argentina's "went from 6% unemployment to 18% with the
currency board [the policy that pegged the peso to the dollar], which is not a one-way route with no
return, in Ecuador the effects will be much more negative," Acosta warned recently.
Unemployment in Ecuador currently stands at 18% and underemployment is 54%, and Acosta said
that if those rates increase, "social chaos" will reign. Critics of dollarization argue that while it will
favor the government and importers, the more than 8 million Ecuadorans trapped in poverty, most
of them Indians, will be the losers.
"The main obstacle for the sustainability of dollarization is not economic, it's political." said Dora de
Ampuero, director of the Instituto Ecuatoriano de Politica Economica in Guayaquil. "It's a bitter pill
for a proud country to replace its national currency with the dollar and not receive any recognition
from the US of the political sacrifice that has been made." "Dollarization put the brakes on the
sinking of the Ecuadoran economy," she said, "but it cannot, by itself, generate the high growth that
the country needs to definitively break the generation of economic stagnation."

President says dollarization is working
But President Noboa, in New York for the UN Millennium Summit, said on Sept. 6 that the decision
to dollarize the economy has helped the country begin its recovery from a severe economic
crisis. "Dollarization was conceived as a tool to put order in our country," said Noboa. "It is now
indispensable to establishing an open economy to encourage foreign direct investment." He said
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already the benefits of dollarization have been convincing. "We've seen growth in GDP, diminished
inflation, and increased bank deposits." The Dresdner Bank agrees that dollarization is bringing
benefits to the Ecuadoran economy. "Dollarization, which has taken place more quickly than
originally expected, added to the contingency agreement with the International Monetary Fund
(IMF) in April, has improved the business climate in Ecuador," said the bank in a report published
in late August.
While analysts say dollarization has helped by curbing out-of-control inflation, its main advantage
has been to buy time. For any real long-term help, the Congress must pass the pending economic
reforms to ensure growth. "As far as dollarization goes, I'd say it's a work in progress," said Michael
Henry, an economist at ABN Amro. Congress is still in crisis But Congress is one of the weak links
in the government's economic plan. It has been paralyzed for weeks in its latest crisis, a dispute
regarding the presidency of the body.
On Aug. 1, following a chaotic session marred by shoving and cursing, Congress elected Susana
Gonzalez president of the body (see NotiSur, 2000-08-11). The Partido Social Cristiano (PSC) argued
that one of its members was entitled to the post under Ecuadoran law because its candidates
received the second-highest number of votes in the 1998 general elections. Gonzalez's supporters
justified her election, saying she had been a member of the PSC until she left the party in July.
PSC leaders won a court order to annul her election, her supporters then appealed to the Tribunal
Constitucional (TC), which ruled on Aug. 22 that the legislature had to vote again to determine who
would head the 123-seat Congress.
Noboa had accused lawmakers of instigating a "grave institutional crisis" and said he would not
recognize any legislative decisions until the leadership fight was resolved. Shortly after the TC
ruling, Gonzalez resigned, saying she hoped her action would break the three-week deadlock. But
on Aug. 29, Congress staged a repeat of the earlier process, with the same unsatisfactory results
for the PSC. It rejected PSC candidate Simon Bustamante, electing instead Hugo Quevedo, whose
election was rejected by the PSC because he had been expelled from the party just hours before the
election.
PSC Deputy Xavier Neira said the legislative majority had looked for a "puppet. A man who has no
idea about things." Calling the present Congress "the kingdom of mediocrity," he said the majority
wanted to torpedo the administration's process of dollarization and efforts to modernize the state.
On Sept. 5, the PSC said it would again appeal to the TC to overturn the congressional election.
Noboa says he will push through the economic reforms the country needs even if it means
dissolving Congress or angering indigenous groups who fear the programs will increase their
poverty. Noboa says he is willing to talk to the groups, but he will move forward without their
support if necessary. "We're willing to build schools, roads, and make infrastructure improvements,
especially in Indian areas, but they have to work with us," he said.

Opposition to government programs continues
On Aug. 23, the Frente Patriotico (FP), which includes unions and campesino organizations, called
for a referendum on several issues, including the resignation of Noboa, new congressional elections,
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and restructuring of courts. The Confederacion de Nacionalidades Indigenas (CONAIE) and the
Coordinadora de Movimientos Sociales (CMS) have also called for a referendum on eliminating
dollarization, imposing a moratorium on foreign-debt payments, and annulling the agreement
giving the US use of the military base at Manta.
CONAIE and the CMS presented the Tribunal Supremo Electoral (TSE) with more than a million
signatures in support of a referendum, although the TSE has questioned the constitutionality of
some of the questions. The latest round of protests by indigenous and popular organizations in early
September had only modest success. The public's weariness from the ongoing political instability
coupled with some signs of economic recovery could explain the lack of support for the protests.
Nevertheless, with inflation at 71.4% for the year and more than 70% of the people living in poverty,
the social situation is explosive. On Aug. 21 Quito Mayor Paco Moncayo said that Ecuador had been
unable to define a national agenda and projects "an image of a raft on which everyone is rowing in
a different direction." He said that "until we have everyone rowing in the same direction, we will
not move forward." (Sources: CNN, 08/22/00; Spanish news service EFE, 08/21/00, 08/23/00, 08/30/00;
Reuters, 09/04/00, 09/06/00; Notimex, 08/22/00, 09/03/00, 09/05/00, 09/07/00; Inter Press Service,
09/08/00; Associated Press, 08/22/00, 09/06/00, 09/08/00, 09/11/00; The Miami Herald, 09/11/00)
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